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A Review of the California Bank and Corporation 
Franchise Tax Act 


By GEORGE 


(On August 10, 1928, the California 
Tax submitted to the 
Governor a special report dealing with 
the taxation of banks, corporate fran- 
chises, securities and 


Commission 


solvent credits. 
The Commission’s letter of transmittal 
contained this statement: 


The existing situation seems to the Com- 
mission to constitute an emergency which 
requires the immediate attention of the 
Chief Executive and of the legislature. Re- 
cent litigation and court decisions have 
thrown the tax administration of the state 
into confusion, and have placed in jeopardy 
an amount of State Revenue estimated to be 
in excess of $22,000,000. 


In accordance with the Commis- 
sion’s recommendation, the Governor 
called a special session of the legisla- 
ture which, on September 4, 1928, 
adopted a resolution to propose to the 
people an amendment to the constitu- 
tion of the State of California, adding 
to Article Thirteen thereof a new sec- 
tion to be numbered sixteen, providing 
for: 

1. A tax on banks by the fourth method 
stated in Section 5219 of the Revised 


Statutes of the United States, viz: “ac- 
cording to or measured by their net income.” 

2. The change of the form of the fran- 
chise tax on corporations, so as to permit 
the use of net income as a measure of the 
value of the franchises of corporations, and 

3. Taxation of intangible personal prop- 
erty. 


\ majority of the voters at the 
November election approved — the 
amendment. On January 17, 1929, 


R. Keast 
Senator Nelson introduced bill No. 
509, which was described an “an act 
to carry into effect the provisions of 
Section 16 of Article 13 of the Consti- 
tution of the State of California relat- 
ing to bank and corporation taxes.” 
The Act as amended by the Senate and 
Assembly was approved by the Gov- 
ernor March 1, 1929. 


Rate of Tax and Offsets 

The new franchise tax Act assumes 
that the privilege of doing business 
under corporate form in the State of 
California is sufficiently valuable to 
justify the imposition of a tax rate of 
four per cent upon the net income of 
the corporation. This compares with 
the following rates in other States: 
New York 
Massachusetts 
Wisconsin 


4.5 per cent 
5.34 per cent 
6.0 per cent 

Every bank and banking association 
is entitled to an offset against the fran- 
chise tax in the amount of ten per cent 
of the taxes paid on its real property, 
“but the total offset shall not exceed 
seventy-five per centum of its total tax 
levied hereunder.” 

Corporations are permitted to offset 
real and personal property taxes paid 
“to any County, City and County, City, 
Town, or other political subdivision of 
the State, but the total offset shall not 
exceed seventy-five per centum of the 
said franchise tax, and in no case shall 














M. 


the taxpayer be entitled to offset more 
than ten percentum of its real prop- 
erty taxes”. Every corporation sub- 
ject to the tax must pay a minimum 


of $25. 


Corporations Subject to the Tax 


Banks, financial and business cor- 


porations are subject to the tax. 


The term ‘bank’ includes national 
banking associations. 
The term “corporation” includes 


“every financial corporation other than 
a bank or banking association, and 


every mercantile, manufacturing and 


business corporation except 
public utilities and insurance com- 
panies. 


Definition of “Doing Business” 

The term “doing business” 
“any transaction or transactions in the 
course of its business by a corporaton 
created under the laws of this State, or 
by a foreign corporation qualified to do 
or doing intrastate business in this 
State.” 


means 


Gross Income 


‘ 


The term “gross income” includes 
“all gains, profits and income derived 
from the business, of whatever kind 
and in whatever form paid”. .and 
“all dividends received on stocks.” 


Net Income 


The deductions allowed in deter- 
mining the net income used as a base 
for the computation of the franchise 
tax are similar to those allowed by the 
Federal Revenue Act of 1928, with 
these exceptions : 

1. Depletion, depreciation and obsolescence 

of property acquired prior to January 


1, 1928, may be computed upon its fair 
market value as at January 1, 1928. 
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2. Federal income taxes may be deducted. 
3. Taxes paid under this Act are not al- 


lowed as a deduction. 
4. Dividends received are 
follows: 

Dividends received during the taxable 
year from income, arising out of busi- 
ness done in this State...; if the in- 
come out of which the dividends are 
declared is derived from business done 

, within and without this State, then so 
much of the dividends shall be al- 
lowed as a deduction as the amount 
of the income from business done 
within this State bears to the total 
business done. (Section 8h) 

5. Net losses of prior years are not al- 

lowed to be carried forward as a de- 
duction. 


deductible as 


Business Done Within and Without 

the State 

For the purpose of computing the 
tax, corporations doing business within 
and without the State will determine 
the income arising from business done 
within the State. Section 10 of the 
Act reads in part as follows: 

The portion of net income derived from 
business done within this State shall be de- 
termined by an allocation upon the basis of 
sales, purchases, expenses of manufacture, 
pay roll, value and situs of tangible property, 
or by reference to these or other factors, or 
by such other method of allocation as is 
fairly calculated to assign to the State the 
portion of net income reasonably attribut- 
able to the business done within this State, 
and to avoid subjecting the taxpayer to 
double txaation. 
Any basis of allocation which 
equitably distributes the income will 
be acceptable. “If the Commissioner 
reallocates net income he shall, 
upon the written request of the tax- 
payer, disclose to him the basis upon 
which his reallocation has been made.”’ 


Accrual Date of Tax, Taxable Year 
The taxes accrue on the first day 
after the close of the taxable year and 
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the term “taxable vear” is defined as 


the calendar year or the fiscal year 
ending during such calendar vear. For 
example the tax for 1929 accrued on 
January 1, 1929, but is measured by 
the net income for the preceding cal- 
endar vear, viz: 1928. 


Date For Filing Returns 

The bank and corporation franchise 
tax returns must be filed by the tax- 
payer with the Commissioner at Sacra- 
mento within two months and 15 days 
after the taxable 
The law provides a general extension 
of time of two months in the case of 
returns required to be filed March 15, 
1929, and of one month in the case of 
returns required to be filed \pril ES, 
1929. 


close ot the year. 


Therefore, on May 15, 1929, cor- 
porations with fiscal years ended on the 
last day of any month from January 
31, 1928, to February 28, 1929 inclu- 
sive, must file a return. Corpora- 
tions having fiscal years ended Janu- 
ary 31 and February 28, 1928 and 
1929, respectively, must file two re- 
turns, i. e., one for 1928 and one for 
1929. 

Period To Be Covered 

With reference to fiscal years the 
meaning of Section 13 quoted in the 
preceding paragraph is illustrated by 
the following example: 

Corporation “A” keeps its books up- 
on the basis of a fiscal year ended 
June 30. For the fiscal year ended 
June 30, 1928, its net income for the 
purpose of the franchise tax was 
$100,000. It will be required to file a 
return on or before May 15, 1929, and 
will be subject to a tax of $2,000.00 
(4 per cent of 6/12 of $100,000). 

Within two months and fifteen days 


atter June 30, 1929, Corporation ‘*A”’ 
must again file a return and must pay 
a tax at the rate of four per cent, 
based upon its net income for the fiscal 
year ended June 30, 1929. 

\ bank or which lo- 
cates or commences to do business in 
the State after the effective date of 
the \ct, is required to prepay the mini- 
mum tax of $25.00 and upon the fil- 
ing of its return after the close of its 
taxable year its tax will be adjusted 
upon the basis of the net income re- 


corpe yration 


ceived during that taxable year. This 
return will also be the basis for the 


tax for the second taxable vear. 


Consolidated Returns 

In the case of two or more corpora- 
tions or banks, or of one or more 
banks and one or more corporations 
owned or controlled directly or indi- 
rectly by the same interests, the Com- 
missioner is authorized to make such 
distribution or allocation of gross in- 
come or deductions as may be neces- 
sary to clearly reflect the income. 

Affiliated 
corporations 


groups of banks and/or 
have the privilege of 
making consolidated returns. A ffilia- 
tion within the provisions of the Act 
means the direct or indirect owner- 
ship or control by the same interests 
of at least 95 per cent of the stocks of 
the affiliated banks or corporations, ex- 
clusive of non-voting stock. 

Offsets for real and personal prop- 
erty taxes may be based upon all such 
taxes paid during the period by all cor- 
porations which are included in the 
consolidated group. 


Administrative Provisions 
The Act is to be administered by the 
franchise tax Commissioner who shall 











prescribe all rules and regulations nec- 
essary to carry out its provisions. 

One-half of the tax is pavable at the 
time of filing the return. The balance 
of the tax must be paid not later than 
the fifteenth day of the ninth month 
following the close of the taxable year. 
An extension of time for filing the re- 
turn automatically extends the time of 
payment of the first instalment of the 
tax. 

Severe penalties are provided for 
delinquency in payment equal to 15 per 
cent of the first and five per cent of 
the second instalment if not paid on or 
before their respective due dates. In- 
terest at six per cent is imposed upon 
the amount determined as a deficiency, 
and upon the amount of the tax for the 
period for which an extension has been 
granted by the Commissioner. Interest 
at one per cent per month is charged 
upon unpaid instalments of tax after 
the due date. 

After the return is filed the Com- 
missioner shall examine it and deter- 
mine the correct amount of the tax. A 
notice of any proposed additional tax 
shall be mailed to the taxpayer, and 
the taxpayer shall be allowed 60 days 
from the mailing date within which to 
file with the Commissioner a written 
protest against the levy of the proposed 
additional tax. If no protest is filed, 
the amount of the tax becomes final 
upon the expiration of the sixty day 
period. 


If a protest is filed the Commis- 


sioner shall grant the taxpayer an oral 
hearing (if requested in the protest), 
make a determination of the tax, and 
notify the taxpayer thereof by mail. 
The taxpayer has 30 days to appeal in 
writing to the State Board of Equali- 
If he does not so appeal, the 


zation. 





action becomes final. 
The determination by the Board upon 
the appeal of the amount of the tax 
shall be final. 


Commissioner’s 


If in the opinion of the Commis- 
sioner or of the Board the tax had 
been computed erroneously or in a 
manner contrary to law, the amount of 
the illegal levy shall be refunded. In- 
terest at the rate of six per cent per 
annum shall be 

Taxes levied 


allowed on refunds. 
under the Act consti- 
tute a lien upon all property of the tax- 
payer which shall attach on the first 
Monday in March of each year. Any 
taxpaver claiming that the tax levied 
against it is void in whole or in part 
may pay its tax under protest and bring 
an action against the State Treasurer 
for its recovery. At any time within 
one year after the delinquency of any 
tax, the Controller of the State may 
bring an action to collect the amount 
delinquent together with penalties. 

If the tax computed and levied un- 
der the Act is not paid within one year 
after the date of delinquency of the 
first instalment thereof, the corporate 
powers of the delinquent taxpayer, if 
it be a domestic corporation, shall be 
suspended. If the delinquent tax- 
paver be a foreign corporation it shall 
forfeit its right to do intrastate busi- 
ness in the State. Penalties consisting 
of fine and imprisonment are imposed 
upon any person attemptng to exer- 
cise any of the powers of such domes- 
tic corporation or to transact intrastate 


business in behalf of such foreign 
corporation. 
Provision is made for the revivor 


of corporations, which have suffered 
suspension or forfeiture, upon pay- 
ment of the tax, penalties and interest 
for nonpayment of which the suspen- 
(Concluded on page 23) 








Travels of an Accountant 


By WALTER A. STAUB 


(Continued from 


In 1919 we had an engagement 


which brought with it the first call to 


some extended work on a_ foreign 
shore. We were retained, in coopera- 


tion with the engineering firm headed 
by the late General Goethals of Pana- 
ma Canal fame, to make an exhaustive 


investigation of a large sugar com- 


pany in Cuba—in fact, one of the 
largest companies of its kind in the 
world. The company had been or- 
ganized a few years before to con- 


solidate quite a number of companies 
producing raw sugar in Cuba. While 
the were kept in 
New York, they were built up from 
detailed records kept in Havana. Pre- 


general accounts 


liminary analyses and tabulations were 
made of the general accounts at New 
York, and Mr. Lybrand accompanied 
a party headed by General Goethals 
which made a tour of inspection of the 
company’s various 
“centrales”’ 


plantations or 
(where the sugar cane is 
gathered, ground and the raw sugar 
and molasses produced) in Cuba. 

Our next step was the investigation 
of the accounts in Cuba while the en- 
gineers went on with their study of 
the plants and operating methods and 
conditions. Together with some mem- 
bers of our New York staff, I arrived 
in Cuba early in April and was there 
until the middle of June. Other mem- 
bers of the staff joined us shortly so 
that during most of the time there 
were a dozen of us engaged on the 
work. The number of men on the as- 
signment, the extent of the work, the 
distance from home, and the self-con- 
tained nature of the engagement made 


September, 1927 


issue) 


it look as though we were running a 
branch office in Havana, rather than 
carrying on a single engagement. One 
of the juniors had brought a portable 
typewriter with him and acted as my 
for the rather considerable 
correspondence which had to be car- 


secretary 


ried on with New York so that we 
even had our own “report depart- 
ment.” 


As the Cuban records were kept in 
Spanish, men who understood that 
language were at a premium. Mr. 
Bergman, with his past experience of 
several years spent in South America, 
was one of these, and Mr. Beaujon, 
who spoke not only Spanish but also 
a number of other foreign languages 
fluently, was most valuable. I was 
thankful for the three years of Spanish 
instruction which I had had in school. 
As this had been over twenty years 
before, any little fluency in, or inti- 
mate familiarity with, the Spanish 
which I might once have had, had long 
since oozed away through lack of use, 
but enough of the principles had re- 
mained with me to be quite helpful in 
examining records kept in Spanish. 

Although the company’s “centrales” 
were scattered over a large part of 
Cuba, the accounts were concentrated 
at the large central office in Havana. 
Hence, our work was principally in 
that city, which was a fortunate cir- 
cumstance as the months of May and 
June, though hot enough even in 
Havana, are much more bearable there 
than in the heart of the island. Be- 
cause of having the ocean on prac- 
tically three sides of the city, it usually 














cools off sufficient y at night so as to 
permit of sleep with at least some de- 
gree of comfort. However, it was hot 
enough at best, and | usually took at 
least two, and frequently three, shower 
baths daily. 

“centrales” in 
order to see the operations for myself 


| visited one of the 


and the more readily to relate the op- 
erations to the accounts which we were 
examining. (ver one week end Mrs. 
Staub made a short visit to 
Havana while we were there) and I 
made a trip to the Isle of Pines. This 
lies to the south of Cuba and is reached 
by a two hour railroad ride from Ha- 
vana to Batabano (the latter situated 
on the southern coast of Cuba) and 
an overnight ride from there on a lit- 
tle steamer which docks late the next 
morning at the sleepy town of Nueva 
Gerona in the Isle of Pines. This town 
is not directly on the coast but is lo- 
cated some little distance up a river. 
We did _ not there long but 
motored to Santa Barbara, where we 
spent the rest of the day and also 
Saturday night. This was a sort of 
winter resort but the season was long 
since past as the weather was now far 
too warm to tempt any one to come 
there from the North. Also, I might 
note in passing that while we were 
there it was infested by exceedingly 
pernicious little insects which were 
able to come right through the screens 
on porch or window and which had a 
bite like a_ full-blown 
mosquito. 


(who 


stay 


Jersey he- 


Although the Isle of Pines belongs 
to Cuba, and the towns have the char- 
acteristic Cuban appearance, many of 
the plantations on the Isle are owned 
and operated by Americans. Pineap- 
ples appeared to be the principal fruit 
grown, with grapefruit second, and ba- 


nanas a very poor third. The planta- 
tions had had a hard time because of 
the hurricanes which have repeatedly 
visited the Isle, devastating the planta- 
tions and making it necessary for their 
owners to start again at the beginning. 

While we were at Santa Barbara we 
met the general manager of the Amer- 
ican company which seemed to be the 
dominant interest in that part of the 
island and had an interesting time ac- 
companying him, at his suggestion, on 
a little tour of inspection and observa- 
tion. On Sunday we went to Santa 
Fe, one of the older settlements on the 
Isle, where there was an American 
church which we visited, and from 
which we returned to Nueva Gerona 
early Sunday evening. There we 
again boarded our little wood-burning 
steamer, landing at Batabano early 
Monday morning and reaching Ha- 
vana after the there 
opened. 


soon offices 

The time we spent in Havana gave 
us ample time to see all its points of 
interest, including the stately Morro 
Castle at the harbor entrance, the ca- 
thedral in which the bones of Colum- 
bus at one time rested, the splendid 
boulevard (El Prado) constructed by 
General Leonard Wood during the 
American occupation of Cuba, the 
magnificent drive (El Malecon) along 
the ocean front, the remnant of the 
city walls by which the old city was 
surrounded in the days when it was 
attacked by its foes, the cemetery, the 
narrow streets of the older section of 
the city, the quaint shops, the attrac- 
tive homes of the newer residence sec- 
tion (the Vedado) of the city up on 
the hill, and so on ad infinitum. 


Havana gave me much more of the 
impression of a foreign city than either 
The architecture is 


London or Paris. 











so different from what we are accus- 
tomed to that that in itself gives the 
city a strikngly foreign aspect. The 
buildings are largely white, being con- 
structed of brick with a plaster coat- 
ing. L was struck with the beauty of 
this type of construction when on 
Sunday morning | would breakfast on 
the roof of the Plaza Hotel and in the 
intervals of devoting myself to food 
would artistic 
contrast of 


regale my 
drinking in the 


sense by 
white 
buildings in the city against the deep 
blue of the ocean beyond and the green 
of trees in the city streets and parks 
which contributed another element to 
the color scheme. 

\ll things finally came to an end and 
so, too, this engagement of two and 
a half months in a foreign clime. I 
think all hands were glad to return to 
the more temperate climate of New 
York and vicinity. A week or two in 
Havana is pleasant, but two and a half 
months (especially in ultra-hot weath- 
er) make one feel that “enough is 
plenty.” Anyone who is interested in 
reading more about this jaunt to Cuba 
will find it in the March, 1920, issue 
of the L. R. B. & M. Journal under 
the caption of “An Assignment in 
Cuba” by Mr. Bergman. 

For some years past the American 
Mining Congress which numbers 
among its membership many of the 
large mining companies of the coun- 
try, as well as a considerable number 
of smaller operators, has devoted some 
of the sessions of its annual meeting 
to the consideration of federal taxa- 
tion. In 1923, when its convention 
was held in Milwaukee, I was invited 
to have a part in the program for the 
taxation sessions by reading a paper 
on the reorganization provisions of the 
1921 Revenue Act as they affected 


nuning companies.* | complied with 
the request but wondered how much 
my audience got out of it because the 
subject is about as highly technical a 
one as could well be imagined. It was 
therefore all the more surprising to 
me when | was asked the following 
year to read another paper on the 
same subject for the purpose of bring- 
ing out the changes in the reorganiza- 
tion provisions which had been effected 
by the 1924 Revenue .\ct. This law 
was enacted by Congress in the in- 
terim between the 1923 and 1924 con- 
ventions of the 


Congress. 


American Mining 

As the 1924 convention was to be 
held in Sacramento, this gave me my 
first opportunity to see California, a 
section of the country which I had 
long been desirous of visiting. In 1922 
I had taken a trip to the Coast, visit- 
ing Yellowstone Park on the way out 
and Lake Louise and Banff on the re- 
turn route through Canada, but had 
touched the Pacific at Seattle and Van- 
couver, without getting to California. 
Also, as the convention was to be held 
late.in September and I had had no 
opportunity to get away for a vaca- 
tion that summer, I arranged to take 
Mrs. Staub with me and to spend a 
few weeks touring California after 
the convention was over. I do not 
think I have ever enjoyed a convention 
more than this one or a trip more 
than this first trip to California. 

At Denver we caught up with a 
party of delegates to the convention 
who had left Chicago in special cars. 
From there on we continued with them 
until we left Sacramento where the 
party broke up for different destina- 
tions. The company was congenial 


* 1923 Preceedings of Conference on Mine Taxa 
tion, American Mining Congress, pp. 125-144. 











and a number of special events en tour 
We stopped 


over a day at Colorado Springs, as- 


had been arranged for. 
cending Pike’s Peak by auto, visiting 
the Garden of the Gods, Cheyenne 
Canyon (on the heights of which is 
the grave of Helen Hunt Jackson, the 
Ramona), Williams Can- 
of the Winds. 

The route west from there was over 
the Denver & Western, 
to my mind the most picturesque of all 
with the 
possible exception ot the Canadian 
\bout three hours after leav- 


authoress of 
yon and the Cave 


Rio (irande 


the transcontinental roads 
Pacific. 
ing Colorado Springs we — passed 
through the Royal Gorge, a most im- 
The folder 
well characterizes it as “‘the most re- 
markable chasm in the world through 
which a railroad passes.” The walls 
of the gorge rise perpendicularly about 
3,000 above the railroad and at 
one point it was necessary to build a 
hanging bridge alongside the wall of 
rock in order to make a bed for the 
track. 


pressive sight. railroad 


feet 


Pass, on the conti- 
nental divide, from the eastern slope 
of which the waters run to the At- 
lantic Ocean and from the western 
slope to the Pacific, the elevation is 
10,240 feet, the highest point I under- 
stand at which any of the transconti- 
nental roads crosses the Rockies. Al- 
though we were still in the month of 
September, a light snow was falling 
during our stop at the Pass. With the 
exception, however, of the immediate 
approach to and departure from the 
continental divide, the day was a won- 
derful one. The foliage had already 
taken on rich and varied autumn colors 
and as one mountainside after an- 


At Tennessee 


other, and one valley after the other, 
came into sight, the play of the sun 








thereon made a scene long to be 
remembered. 

The next morning we came _ into 
Salt Lake City and after breakfast the 
local chapter of the American Min- 
ing Congress took us in charge. A 
special visit to one of the mines of 
the Utah Copper Co., located about 
twenty-five miles from the city, had 
been arranged for us. We were taken 
by automobile to the c mnpany’s Magna 
concentrating plant where ore is milled 
after being mined. Here we saw the 
ore being crushed and the copper re 
covered by the gravity concentration 
and flotation processes, after which 
the copper is smelted at the smelter of 
the American Smelting & Refining 
Company at Garfield, Utah, two miles 
away, and then shipped to the copper 
refineries. 

From the mill we were taken by spe- 
cial train over the Bingham & Gar- 
field Railway Company (owned by the 
Utah Copper Co.) to the mine at 
Bingham Canyon, Utah, about nine- 
teen miles from the mills. Luncheon 
was served en route. The ride was of 
great scenic interest, as we kept rap- 
idly rising and after we reached the 
mine we were “switchbacked” one time 
after another until we were far up on 
the side of the mountain. 

The mine itself, which is the largest 
open-cut copper mine in the world, is 
a theatre-like quarry. There are tiers 
of levels averaging about 70 feet apart 
in vertical height, the pit at the base 
of the levels (at the time of our visit) 
being 6,249 feet above sea level. From 
this pit to the top of the mountain the 
vertical distance was about 1,600 feet, 
the top bench (due to the removal of 
the crest of the mountain) being about 
7,700 feet above sea level. The banks 
slope at an angle averaging 50 de- 








grees. The terraces are from 40 to 
250 feet wide, averaging 150 feet in 
width. 


The mining is on the quarrying 
order and in effect the mountain con- 
taining the ore is being carried away. 
Truly, a case where the faith or 
man is moving moun- 
The capping or overburden is 
removed by steam shovels and loaded 
into cars on the various levels. The 
ore is then blasted on the mountain- 
side, and loaded by steam shovels into 
railroad cars on the levels. The loaded 
cars of ore are gathered on the levels 
by dinkey engines and hauled to main 
assembly yards, where they are picked 
up by standard locomotives and con- 
veyed to the concentrating mills over 
the Bingham & Garfield Railway. 


vision* of some 


tains ! 


Some idea of the extent of the op- 
erations at this ore mine may be gained 
from the following data: the concen- 
trating mills (Magna and Arthur) 
have a combined capacity for treating 
40,000 tons of ore daily, the maximum 
tonnage of capping and ore moved in 
one day aggregated the large figure of 
84,229 tons, and it is estimated that 
when the mine is exhausted the 
amount of ore and waste removed will 
be about twice the quantity of all the 
material excavated by shovel, dredge 
and hydraulic methods from the entire 
length of the Panama Canal to the 
time of its opening in 1915. 
Operations on this tremendous scale 
are necessary in order to make a com- 
mercially successful venture of this 


* The man of vision in this case was Daniel C. 
Jackling, the president of the Utah Copper Com- 
pany. Although the property had been prospected 
by United States Soldiers in 1862, and the aban- 
doned tunnel was found by Enos A. Wall in 1887, 
it was the preliminary examinations and report by 
Mr. Jackling in 1898 which disclosed the potential 
value of the property and outlined a method of 
development that led to the opening of the mine 
and its present large scale operation. 


mine as the ere has but a small copper 
content. The reserves of 
358,000,000 were estimated to 
contain only 1.35 per cent. of copper. 
[ was especially interested in the cost 
of production. We were informed 
that the lowest cost per pound of cop- 
per had been reached in 1915 when it 
was 6.95 that the maximum 
cost had been shown in 1918 when it 
was 14.53 cents, and that the cost at 
the time of our visit in 1924 was 8.25 
cents, 


total ore 
tons 


cents, 


In the evening we were given a din- 
ner, attended by the Mayor of Salt 
Lake City and other local celebrities. 
Mayor Neslen joined our party and 
went on to the Sacramento convention. 
That sectarian in the present 
day is not very strong will be evident 
when I mention that one evening dur- 
ing the convention two Baptists (Mrs. 
Staub and myself) enjoyed the pleas- 
ure of entertaining a Mormon (the 
mayor) at dinner. 


feeling 


The following morning (Sunday) a 
special service was held in the Mor- 
mon tabernacle for our party so that 
we might hear the world famous pipe 
organ. In the afternoon we went on 
to Sacramento, arriving there Mon- 
day morning. At a little place, Colfax, 
at which the train stopped an hour or 
two before reaching Sacramento, a 
number of men dressed inter alia in 


red shirts, plaid vests, frock coats, 
boots and high hats and having 


several weeks growth of whiskers, 
boarded our train and with their guns 
gave us the impression for the moment 
that we were about to be held up. 
However, they were merely the ad- 
vance guard of the welcome awaiting 
us when we reached Sacramento. 

The following amusing account of 
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the incident appeared in a Sacramento 


newspaper the next morning: 
CAPTURES PARTY OF 


CoLtFAX OFFICER 


W HISKERINOS 

Red shirt and prehistoric six-shooters may 
awe some people, but not R. x. Frederickson, 
Not an 


bewhiskered 


constable of Colfax. awe. 

\ group ot and artillery- 
hung ruffans swooped down on Colfax yes- 
terdav morning, and Constable Frederickson 


had them on the way to the city bastille be- 


fore they had time to look around. 
And there the troubles of the limb of 
the law began. The sheriff was appealed 


desperadoes, 
The in- 


to, asked a description of the 
and went into spasms of laughter. 


dignant constable started in search of the 
city recorder, and couldn't find him. He 
consulted the sheriff the second time, and 
was again repulsed with loud laughter. So 
the constable was forced to release the 


prisoners on their own recognizance.* 


Instead of taking us to the hotel at 
Sacramento in taxicabs, a number of 
old stage coaches of ’49 days which 
had been brought out of retirement 
were The ladies of the party 
sat inside the coaches and the men 
were on top or otherwise hanging on. 
Together with several others, I was 
perched on the tailboard of a coach 
and hanging on to a strap to keep from 
dropping off, particularly when we 
went around corners. 

In the afternoon a parade was 
staged for us, a part of the account 
thereof in The Sacramento Union be- 
ing as follows: 


used. 


Sacramento’s clocks turned back nearly 
seventy-five years yesterday afternoon, when 
the spirit of 1924 went down before the 
spirit of °49. 

Five thousand Sacramentans, ghosts from 
the pages of the gold-mining history of Cali- 
fornia, marched through the streets of 
Sacramento in a massive welcome to the 


*The officer later learned that his captives were 
Auburn Whiskerinos sent up to Colfax to hold up 
the special train of delegates to the Mining 


Congress. 
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members of the twenty-seventh convention 
of the American Mining Congress. 

The parade, outrivaled only by the pagean- 
try attendant with the Days of °49 celebra- 
tion that put Sacramento on the map of 
Whiskerino fame, began to move from Six- 
teenth and J streets at 3 o'clock. 

Stage coaches which creaked and groaned 
over the roads of early days and carried 
bullion from the mines to Sacramento; 
prairie schooners which carried the Argo- 
nauts from their eastern homes to the fields 
of gold and the burros which served as the 
popular method of conveyance on the early 
trails passed in review. 

The the past combined with the 
spirit of the west, repainted the days when 
California was the continent’s frontier and 
Sacramento was the mecca of the gold 
seekers, Sutter’s Fort giving succor to the 
weary and destitute. 

One 


relics of 


hour and a half after the parade 
started Sacramento’s Boy Scouts were bring- 
ing up a weary rear in a march that had 
included all the business section and had 
terminated at the state Capitol. 


The fact that the Mining Congress 
was meeting in the heart of the coun- 
try where gold was discovered in 
1848, with all that has meant to our 
country as a whole and to California 
in particular, naturally caused much 
emphasis to be placed on that historic 
event in the entertainment of the Con- 
gress. One afternoon was set aside 
for a visit to Auburn, the second place 
where gold was discovered in 
California. 

In the course of the years the old 
section of the town of Auburn, which 
was in the valley and near the stream 
where gold mining operations were 
carried on, had been abandoned. The 
present day town, which is the county 
seat and the center of a fine fruit 
growing district, is on the hill top 
above the old town. Many of the va- 
cant buildings in the old town date 
back to the 49 days and consequently 
it was a relatively simple matter to re- 











them and 
1849. 

\ portion ot the 
event which appeared in 


open stage a return of the 


davs of 


account of this 
The Sacra- 
mento Union follows: 

Empire builders, lured to California in 
1849, crazed by the fever of glittering gold, 
came back to Auburn to-day and lived in 
spirit again when more than 500 delegates 
attending the American Congress of Mines 
at Sacramento invaded Placer county, the 
mecca for early day miners. 

The chronology turned 
back three-quarters of a century as men and 
women of to-day exemplified in costume and 
mode of living the hardy pioneers who blazed 
a trail through the 
the desolate plains. 


leaves of were 


Rockies and across 


Strings of sluice boxes, rockers, mortars, 
a five-mill. quartz machine and an old arastra 
used in the early fifties and rusted by years 
of inactivity again squeaked and groaned out 
the ore that brought thousands to California 
by schooner and ox carts. 

Baltimore ravine and Auburn ravine, 
whose streams ran yellow with gold, again 
responded to the hydraulic forces. 


CHINESE USE ROCKERS 


Old China Camp, where several thousand 
Chinese pitched camp in 1849, was a living 
replica of the exciting days of a former gen- 
eration. Chinese, whose fathers’ fathers 
used the first rockers in the canyon, mined 
ore in the same place and with the same 
sluice boxes. Chinese Camp was the second 
spot in California where gold was dis- 
covered. The discovery came in May, 1848, 
by Claud Chana, several months aiter James 
Marshall discovered the yellow metal at 
Coloma, El Dorado county. 

The old Orleans Hotel, one of the earliest 
gambling halls in California, where men lost 
fortunes and were slain in saloon brawls, 
was reopened for the occasion. 

Old roulette wheels, keno boards and 
chuck-a-luck tables were brought from their 
dark resting places down through the ages. 
Gambling was resumed on the old devices 
with the same fervor that marked the early 
days in Auburn. 

Where thousands of dollars and small 
fortunes changed hands in 1849, to-day only 
tens of dollars were lost or won. But the 
same spirit marked the play and the same 


old costumes used by the gamblers and m.n 
ers in the bonanza days, and the whiskers, 
plug hats and frock-tail coats of the game 
keepers were in evidence, lending the atmos- 
phere of the days when California was the 
rugged borderline of western civilization. 
hung 
Girty, early day 
and killer. 


In effigy the old body of Simon 
sluice box robber, gambler 
The effigy swung lightly in the 
breeze, an omen of frontier law and order, 
while grizzled Digger Indians watched 
silently. Girty was hanged late in 1849, 


SEEK CAVE-IN VICTIMS 


A hydraulic nozzle with a 225-foot head 
poured a heavy stream into the side of Balti- 
more ravine in an attempt to uncover the 
remains of three French miners who were 
victims of a cave-in some time in February, 
1857. Several thousand dollars’ worth of 
gold was buried with the bodies, the same 
ore the victims themselves had taken from 
the bowels of the mountainside. 


THE VIRGINIA REEL 


Fiddlers in flaming red shirts and high- 
topped boots, and shy, blue-eyed maids in 
hoop-skirts, strumming on guitars, brought 
back the sweet tones of a former genera- 
tion. The streets were crowded with rev- 
elers who danced the Virginia reel, the 
quadrille, the polka. 

Two bands blazed away in the narrow 
streets, walled in by quaint buildings, many 
of which have borne the storms of genera- 
tions. 

In the Old Diggins hotel a glass case 
held $40,000. In the same building, 1849, 
the largest gold nugget, an eight and a half 
pound girl was born, the first white child 
in Placer County. 


VILLAGE BLACKSMITH 


3art Crosley, who was an ore and sluice 
box blacksmith when only the mountains 
and a few huts denoted Auburn, was at his 
old job today. He pounded out pick and 
shovel ends on the anvil he operated as a 
youth. Sparks flew from the anvil for the 
first time in nearly fifty years with the same 
clear ring of olden days. 

The three historical mining camps of 
early Auburn days were revived. They 
were China Camp, Dry Diggins and Forest 


(Concluded on page 23) 














By CONRAD B. 


British Income Tax 


‘TAYLOR 


New York Office 


Questions as to British income taxes 
not infrequently arise on this side of 
the Atlantic may re- 
late to the receipt of dividends, inter- 


Ocean. These 
from British sources, 
certain amount of tax 
has deducted at the source; or 
again, it may be desired to know what 
income taxes would be payable if an 
American concern extends its business 
Great Britain. This 
article seeks to present a broad picture 


est, re rvalties, etc., 
upon which a 


been 


operations to 


of the scope of the British income tax 
laws, and the main points in which 
they differ from the United States 
laws. It is not intended to represent 
a comprehensive study but merely draw 
an outline. Practically no reference 
is, therefore, made to refinements of 
and exceptions to the various general 
rules. 

By way of preface it should be said 
that the British income tax regulations 
are more or less of a confidential docu- 
ment prepared for the guidance of in- 
spectors of taxes, rather than for the 
instruction of taxpayers. If taxpayers 
wish further information than is given 
on the return forms, they have to ap- 
ply to a tax inspector. These inspec- 
tors are a highly respected part of the 
government civil service. They are 
clothed with sufficient authority to 
settle cases. They are freely consulted 
by taxpayers, and in the great majority 
of instances a satisfactory agreement is 
reached with them upon matters of 
dispute. 

The taxation of income as a means 
of raising revenue has been utilized by 
Great Britain for many vears. It was 


first resorted to in the year 1799 and 
except for a gap of twenty-six years, 
when it was discontinued, has remained 
in force At the present 
time it is the greatest revenue producer 
of any single tax in the British system. 


ever since. 


Income Concept 


under the British 
law is by no means the same as under 
the United States law. Differences 
occur not only in the deductions al- 
lowed but also in the nature of gross 
income which is subject to the tax. 


Taxable income 


The American concept embraces all 
“gains or profits and income derived 
from any source whatever’’,* including 
realized accretions of capital. The 
definition most commonly accepted is 
that given by the United States Su- 
preme Court in Eisner v. Macomber 
(252 U. S. 189, 207): 

In general, income is the gain derived from 
capital, from labor, or from both combined, 
provided it be understood to include profit 


gained through a sale or conversion of capi- 
tal assets. 


The British concept on the other 
hand is less comprehensive, as it ex- 
cludes casual profits and gains derived 
from the conversion of capital assets. 
Casual profits are those arising from 
transactions which do not form part 
of the ordinary business of the person 
who makes them. One of the diffi- 
culties of administration would seem to 
be in the determination of the point at 
which such transactions 


occur with 


*Section 22, 


Revenue Act of 1928 
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sufficient frequency that they cease to 
be “casual.” 

rhe intention is to reach ordinary 
recurring business profits, and to free 
Thus the rule for 
excluding capital gains would not hold 


incidental gains. 


if the assets converted, while ordinarily 
capital assets, were part of the tax- 
payer’s stock-in-trade, as for instance 
in the case of 
ment. The gains on the real estate 
sold would be 
deductible. 


a real estate develop- 


taxable, and the losses 

Stock dividends, as under the United 
States law, do not constitute income. 
In fact the same principle was applied 
to a dividend in debenture stock, al- 
though such partakes of the 
nature of a bond because of its rank- 


stock 


ing as a debt of the issuing corpora- 
tion. The reason given was that the 
distribution represented merely a means 
of capitalizing profits and involved no 
release of assets. 


Deductions 

The principles applied in determining 
the classes of income subject to the 
tax have a similar restrictive effect on 
the deductions which are allowable. 
Generally it may be said that expendi- 
tures incurred in ordinary 
business gains or income are deduc- 
tible. Losses sustained in casual trans- 
actions and capital losses are not 
allowable. 


earning 


Depletion of mineral deposits is not 
recognized, nor is the amortization of 
patents, copyrights, etc. The royal 
commission appointed in 1919 to study 
the income tax gave consideration to 
the desirability of allowing a deduction 
for the depletion of mines. Its con- 
clusion was adverse because of the 
feeling that such an allowance would 
be inequitable unless an analogous al- 


lowance were permitted “in respect of 
the initial capital invested in the edu- 
cation and training of a lawyer or sur- 
workman, earning 
power is possible of shorter duration 
than the life of the mine.” 

\llowance is made for the wear and 
A tax- 
paver has the option of claiming the 
allowance for 


veon oF whose 


tear on plant and machinery. 


wear and tear, provided 


replacement and renewal costs are 
capitalized, or as an alternative may 
deduct such costs and retain the orig- 
inal investment 


have been 


intact. Agreements 
reached with various trade 
associations under which a comprehen- 
sive table of recognized depreciation 
rates has been built up. The rates are 
applied to diminishing balances, as 
against the gross cost basis commonly 
recognized in the United States. The 
one exception is in the case of ships, 
where the allowance is calculated on 
the prime cost. Sustained as distin- 
guished from anticipated obsolescence 
is allowed. 

No deduction is allowed for depre- 
ciation on buildings. Instead business 
profits may be charged with the net 
rental value of buildings owned or oc- 
cupied by the proprietor. This rental 
value is again taxed under a different 
schedule of the income tax return, so 
that in effect the benefit of a deduction 
on real property owned by the taxpayer 
is lost. 

Losses sustained through bad debts, 
whether a debt is entirely or only partly 
irrecoverable, are allowed. A reserve 
for bad debts is not recognized. 

Interest on short term borrowings 
for business purpose is generally de- 
ductible, but interest on funded debt 
or other interest which is subject to 
the tax withholding provisions of the 
Act, is not deductible. 














foreign income taxes are deductible 
but British income tax is not. British 
income tax paid by an employer on 
employees’ compensation is, however, 
deductible by the employee. 

Charitable contributions are not de- 
ductible either by individuals or cor- 
porations. 

Rates 


The standard rate of income tax, 
which has been in effect since 1925- 
1926, is 4 shillings in the pound (20 
per cent.). There has been a gradual 
reduction from the maximum rate of 
6 shillings in the pound (30 per cent. ) 
which was in force during the fiscal 
1918-1919 to 1921-1922, inclu- 
Individuals, except non-resident 
aliens, are entitled to half the standard 
rate on the first £225 of taxable in- 
come. 


years 


sive. 


Individuals are subject also to surtax 
on incomes in excess of £2,000. The 
rate for 1928-1929 on the first £500 
in the excess is ninepence in the pound 
(334 per cent.), and rises by gradu- 
ated increases to a maximum of six 
shillings in the pound (30 per cent.) 
upon income in excess of £30,000 in 
total. 


Allowances and Exemptions 

Various allowances and exemptions 
are permitted to be taken as a credit in 
arriving at the taxable net income. Of 
these the personal exemptions of £225 
for married and £135 for 
others, compare with the correspond- 
ing exemptions of $3,500 and $1,500, 
respectively, under the United States 
law. 

The earned income allowance is one- 
sixth of the earned income, with a 
maximum allowance of £250. If a 
taxpayer’s wife has earned income the 
personal exemption on a joint return 


persons 


is increased by five-sixths of the earn- 
ings, but not to exceed £45. 
Allowances for dependents may 
vary between £25 and £60 for each de- 
pendent according to the circum- 


stances. Individuals over 65 years of 


age whose income does not exceed 
£500 are entitled to a credit of one- 
sixth of their total income. 

With certain restrictions credits 


against the tax are allowed in connec- 
tion with life insurance premiums. The 
apparent reason why the credit is taken 
against the tax instead of against in- 
come is that the tax rate to be applied 
to the premiums is the one that was in 
effect at the time the policy was taken 
out, and not the current rate of the 
year in which the credit is taken. Pay- 
ments of income tax to the Dominion 
of Canada may also be credited against 
the British tax, with certain limitations. 
The foregoing allowances and cred- 
its, with the exception of the Canadian 
income tax, do not apply to corpora- 
tions or non-resident taxpayers. 


Net Losses 


Up to and including the tax year 
1926-1927, assessments were made on 
the basis of the average net income for 
the preceding three years in the case 
of trades and professions. This aver- 
age system has been discontinued and 
the tax is now levied on the income 
of the year preceding assessment. 
Where a business net loss is sustained 
it may be carried forward and applied 
against the profits of the succeeding 
six years. The United States law with 
its corresponding two-year provision is 
far less liberal. 


Returns 


The tax year commences on April 
Shortly thereafter income tax 


6th. 
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forms are distributed, which are sup- 
posed to be filled in and filed within 
three weeks of receipt, but additional 
time is allowed when necessary. 
under five 


Income is classified 


schedules :— 


\. From ownership of lands, houses, etc. 
B. From occupation of land 


C. From interest, etc., paid out of any 
public revenue 
I). From trades, professions, vocations, 


and miscellaneous sources 
E. From public and private employments 


In Schedule A is included the fair 
annual rental value of property owned, 
irrespective of whether or not it is 
occupied by the owner. Allowances 
within certain limits are made for re- 
pairs, and for periods of vacancy. 
Mines, quarries and certain public 
utilities are also included. Schedule B 
primarily concerns farmers. Schedule 
C relates to income from government 
and municipal securities. Schedule D 
is the most used schedule as it includes 
practically all types of business income. 
Schedule FE embraces salaries 
similar remuneration. 


and 


Payment of Tax 


The method of withholding and 
paying the tax at the source is used 
much more extensively in Great Brit- 
ain than it is in the United States. The 
recipient includes the gross amount of 
income (before the deduction of the 
tax) in his return, and takes credit for 
the tax so deducted, against the tax on 
his entire income. 

In practically all cases of income of 
British origin, such as dividends, in- 
terest, royalties, etc., received in Amer- 
ica, the British tax will have been de- 
ducted at the source. This will be at 
the standard rate—20 per cent. There 
is no provision for witholding surtax 


at the source, even in the case of non- 
residents. 

While the United States laws prac- 
tically require self assessment, in Great 
Britain no tax is payable until it has 
been assessed by the government. 
Usually the British assessment is pre- 
ceded by a careful examination of the 
return and if necessary by a conference 
with the taxpayer, so that all question- 
able items may be disposed of before 
the amount of tax is determined. 

The tax as a general rule is payable 
annually on January Ist following as- 
sessment. Individuals and firms (but 
not companies) may, however, make 
payment by two equal installments on 
January 1st and July Ist, in the case of 
salaries and farming and business in- 
come. In the case of wages a tax- 
payer may at his option arrange to pay 
weekly, by purchasing income tax 
stamps, and affixing them to a card 
furnished by the collector. 


Dividends 


The treatment of dividends is not 
the same under the British laws and 
American laws. In America a corpor- 
ation is taxed upon its profits, and the 
stockholder is subject to surtax as he 
receives his share of the remaining 
profits. Since the corporation tax rate 
is 12 per cent. and the individual maxi- 
mum normal tax rate is 5 per cent., 
the Government receives an additional 
tax of at least 7 per cent. on profits 
sarned through the medium of the cor- 
poration form of business. 

Under British laws a corporation 
merely pays the tax as an agent for its 
stockholders, so that the final tax rate 
on profits from either corporate or un- 
incorporated form of business is the 
same, viz.—the standard rate plus the 
surtax on individuals. Therefore, 
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when a distribution is made the tax at 
the standard rate is deducted by the 
corporation, because it has already been 
paid to the when the 
profits out of which the distribution is 
made, were earned. For instance, 1f 
a dividend of 5 per cent. is declared, 
the stockholder would receive but 4 per 
cent., i. e. 5 per cent. less the standard 
tax rate of 20 per cent. 


Government 


The stock- 
holder will report in his individual re- 
turn the gross amount of 5 per cent. 
and take credit for the 20 per cent. 
tax paid thereon. 

Frequently dividends are designated 
as “free from tax,” but actually are 
not tax free dividends. The distinc- 
tion between this form of dividend 
and the ordinary type lies in the 
amount received by the stockholder. 
In the above illustration he would re- 
ceive the full 5 per cent. if the divi- 
dend had been declared free from tax. 
He would report gross income of 6.25 
per cent. (100/80 of 5 per cent.) and 
take 1.25 as a tax credit. 

With respect to dividends received 
prior to April 6, 1928, the tax adjust- 
ment was at the rate in effect when the 
profits distributed were earned. This 
procedure is now simplified by the use 
of the tax rate in effect at the date of 
the dividend. 


Liability to the Tax 


Broadly speaking, the tax applies to 
all income which has its origin in the 
United Kingdom, and in addition, as 
to residents, to income from other 
sources. Residents do not have to in- 
clude income from other sources, ex- 
cept from securities or rents, unless 
such income is remitted to the United 
Kingdom. There is no similar excep- 
tion in the United States law, nor does 
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that law relieve a non-resident citizen 
from tax as does the British law. 

Whether a foreign corporation or 
enterprise is classed as a resident de- 
pends upon whether or not it is “doing 
business” in the United Kingdom in the 
strict legal sense of that term. 

A non-resident individual or com- 
pany maintaining a selling office in the 
United Kingdom must report a reason- 
able profit for the purposes of the tax. 
The tax officials have power to assess 
a tax on the basis of what would have 
been a fair profit to a merchant or a 
retailer of the goods sold who had 
bought from the manufacturer or pro- 
ducer direct. If the true profit can- 
not readily be ascertained assessment 
may be made on the basis of a percen- 
tage of sales. 

A partnership is in the first place as- 
sessed as an entity. The taxable in- 
come is then allocated to the partners, 
who thus secure the benefit of their 
individual ‘allowances and exemptions. 


Evasion of Surtax 

1922 the law has contained 
provisions to prevent the retention by 
a corporation of surplus profits not 
needed in its business. These provi- 
sions were broadened in 1927 with the 
result that the great majority of British 
corporations are now within the field 
of its application. No penalty is im- 
posed upon the corporation, but the 
stockholders are taxed as if the un- 
necessarily retained profits had been 
distributed to them. 

An interesting feature is the machin- 
ery for administering these provisions. 
If the taxpayer and the special com- 
missioners cannot agree, the case is 


Since 


adjudicated by a board of referees, an 
impartial body of men appointed, like 
(Continued on page 21) 
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dium for the exchange oi sugges- 
tions and ideas for improvements; to 
encourage and maintain a _ proper 
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Prior Sinclair 


It is with especial pleasure that we 
announce to our organization the ad- 
mission of Mr. Sinclair to membership 
in our firm. This marks the culmina- 
tion of a decade of service which 
brought ever increasing responsi- 
bilities to him and amply demonstrated 
not only his marked ability as an ac- 
countant, but also his good judgment 
and the happy faculty of winning the 
confidence and cooperation of his co 
workers in our organization. 

Mr. Sinclair came to us at the con- 
clusion of the World War during 
which he had rendered effective ser- 
vice in assisting with the organization 
of the accounting department of the 
chemical service of the army. His first 
assignment took him to Cuba. The 
dozen other members of our New 
York staff who were working on the 
same engagement quickly discovered 
that here was a man of parts; in ad- 
dition he showed himself to be one 
who contributes to the out-of-office 
hours morale which is an important 
feature of work when away from 
home for several months and in a 
foreign country at that. 

A later engagement which put Mr. 
Sinclair on his mettle was his partici- 
pation in the gigantic task which we 
were called on to undertake in bring- 
ing order out of the chaos in which 
Mr. A. D. Lasker found the accounts 
of the United States Shipping Board 
upon his appointment to its chairman- 
ship in 1921. Mr. Lasker’s letter of 
January 4, 1922, a facsimile of which 
appeared in the January, 1922, issue 
of the L. R. B. & M. Journat, testi- 
fied to the skill with which that task 
was carried out. For some time Mr. 














Sinclair acted as the comptroller of the 
Board. 
When 


opened in 


Cleveland _ office 
1923, Mr. Sinclair 
placed in charge and discharged well 
the difficult task of establishing a new 
office. Several 


our Was 


was 


years ago he was 
brought back to New York because of 
the need for his aid in the supervision 
of the rapidly growing practice at the 
New York office. 

We Mr. Sinclair to the 
greater responsibilities of the new re- 
lationship and know that he will enjoy 
the hearty cooperation of every mem- 
our organization in his 
charge of them. 


welcome 


ber of dis- 


An Acknowledgement 


When this the Journal 
comes from the press, we shall have 
passed the peak of another period of 
intense congestion. Year by year the 
pressure seems to be getting greater. 
Not only is a large amount of work 
concentrated within a short space of 
time because of the great majority of 
business concerns closing their ac- 
counts at the end of the calendar year 
and wishing their financial statements 
prepared for that period, but much 
other work must be done at the same 
time. A great many tax returns are 
prepared in the same period. New 
York Stock Exchange questionnaires 
require examinations to be made of the 
accounts of many Wall Street houses 
on December 31st and January 31st, 
which, if it were not for the question- 
naires, could be just as well made at 
some other time of the year; and spe- 
cial engagements incident to financings 
and reorganizations all accentuate the 
congestion. This causes a tremendous 


issue of 


pressure on our organization during 
the first two and one-half months of 
the year, and it is only by everyone 
applying him or herself to the utmost 
and putting in a great deal of evening 
work that it is possible to come through 
with reasonable 
clients. 


satisfaction to our 

We wish to express our sincere ap- 
preciation of the hearty cooperation of 
the members of our organization dur- 
ing the past rush period in meeting 
the heavy demands made upon us. It 
is to be hoped that eventually a consid- 
erable number of business and _ finan- 
cial men will realize that in the case of 
many businesses the calendar year is 
not the natural business vear, and that 
it would be to the advantage of many 
to adopt the fiscal years most suited 
to their businesses, or to the industries 
of which they are parts, rather than to 
use the calendar year merely because 
of it having become a custom. 


Figures That Hide Facts 


We never tire of preaching the ne- 
cessity of clear and concise report writ- 
ing, whether it be in the comments that 
constitute the text, or whether it be in 
the set-up and descripive matter of the 
statements and schedules included in 
a report. 

It is because of our desire to keep 
stressing the importance of a good re- 
port writing and of continually striv- 
ing to present financial statements in 
such a way that they are most likely 
to be understood by those to whom 
they are submitted, that we quote be- 
low a short editorial which appeared 


in THE SaturpAy Eveninc Post 


under the caption at the head of this 
editorial : 
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Before us lies the current statement of 
condition issued by a metropolitan savings 
bank. It is a model of lucidity ; and if it is 
written down to the comprehension of its 
youngest newsboy depositor, the fact should 
count as a merit rather than as a demerit. 
Its rather cumbersome title tells precisely 
what it is all about and indicates the man- 
ner of presentation of what follows. It is 
headed: “A statement of the amount of 
money we owe and what we have to pay it 
with, as shown by the bank’s books at the 
close of business, Monday, December 31, 
1928.”” Each of the items listed below this 
heading is accompanied by a line of ex- 
planation as to its exact character; and the 
million-dollar surplus is described as “a safe- 
tv fund for the additional protection of our 
depositors.” 

Now, the sophisticated student of corpora- 
tion figures might think this a rather naive 
and childish report, but he certainly could not 
say that it fails to give to depositors all the 
information to which they are entitled, and 
in terms which are within their compre- 
hension. If it errs in method, it errs in the 
right direction, for no one need feel ashamed 
to demand his information in such a form 
that he is able to digest and assimilate it. 
Modern accountancy is an art and a science 
in itself, and most of its practitioners know 
by personal experience that many shrewd 
and able executives are unable to get a clear 
picture of the affairs of their own concerns 
until their experts have gone over the figures 
with them, analyzed item after item and ex- 
plained the relationship that each bears to 
others. If such men are not ashamed to 
have corporation bookkeeping brought down 
to the kindergarten level, there is no reason 
why the rest of us should be. 

Corporation stocks have lately attained 
such hitherto unprecedented distribution and 
have gone into the hands of so many untu- 
tored little investors that there is now 
greater reason than ever before to tell them 
in the plainest and simplest terms the precise 
stautus of the business in which they have 
bought an interest. Most of ts can hope to 
become investors, but very few of us can be- 
come expert accountants. 


Free and fair discussion will ever 
be found the firmest friend to truth— 
Ge orge Campbell. 


Gua I IN os 19 


Notes 
It is with deep sorrow that we 
record the decease of Mr. Stanley Hoyt 
Ives, of our New York. staff. on 
March 16th. Mr. Ives came to us 
soon after his graduation from Yale 
in 1927, His work gave every promise 
of a successful career and he had 

made excellent progress. 


\ considerable part of Colonel 
Montgomery's time is being devoted 
to the arrangements for the Interna- 
tional Congress on Accounting, which 
will be held in New York in Septem- 
ber, 1929, and of which he will be 
president. It is hoped that many mem- 
bers of our organizations will be able 
to attend at least some of the sessions. 


Mr. Staub delivered an address be- 
fore the Philadelphia Chapter of the 
Pennsylvania Institute of Certified 
Public Accountants on the evening of 
February 19, on the Revenue Act of 
1928, and on the 20th, delivered a 
similar address to the New Jersey 
State Society of Certified Public Ac- 
countants. On the 28th of January, 
he addressed the New Haven Chapter 
of the National Association of Cost 
Accountants on the same subject. 


When Colonel Montgomery had the 
fourth edition of his work on “Audit- 
ing Theory and Practice” in prepara- 
tion, he offered a prize of $50 to that 
team, composed of members of the 
staff, which would be most helpful in 
making suggestions for the revision of 
the previous edition. This honorar- 
ium has now been awarded to the 
team composed of H. E. Bischoff 
(Captain), W. H. Davidson, R. A. 
Emond, A. R. Jennings, Russell I. 
Rose, H. M. Spandau and P. 
Woodling. 
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The following correspondence may 
interest devotees of the “royal and an- 
cient game” of golf. An inquiry re- 
ceived by one of our partners read 


as follows: 


\s my tax attorney I am appealing to you 
for advice. 

Last season, while indulging in the great 
game of golf, I lost more than three dozen 


balls—I suspect many were stolen by cad- 
dies. The cost of the lost balls exceeded 
$30. 


\m I permitted under section 214 (a) (6) 
(Losses....arising from fires, storms, ship- 
wreck, or other casualty, or from theft,....) 
to claim the $30 as a deductible loss? Is not 
the loss of a golf ball during a game a ter- 
rible casualty? Webster defines casualty 
as “an unfortunate occurrence.” 

P. S. Must I report found balls as an 
offset ? 


After exhaustive search and care- 
ful deliberation, the following opinion 
was sent: 


As your tax attorney it is my painful 
duty to advise you that it is most unlikely 
that you would be sustained in the claim for 
a deduction of “lost golf balls’ in making 
your federal income tax return. 

The law section, to which you refer, (214 
(a) (6) of the 1926 Act, or 23 (e) (3) of 
the 1928 Act, makes no provision for deduc- 
tions on account of losing articles. In order 
to be deductible, they must have been stolen, 
or destroyed by a casualty. 

Obviously, if a deduction is claimed on 
account of theft of the balls, the claimant 
must be able to establish to the reasonable 
satisfaction of the Treasury, the Board of 
Tax Appeals, or the courts, that some evi- 
dence exists which leads to such a conclusion. 
If you have not any more evidence than I 
have in the case of balls lost by me during 
my inirequent appearances on the links, 
you would not be in a position to prove theft. 

The only practical suggestion I can make 
along these lines is that you have a star 
chamber session with each of your caddies 
immediately upon conclusion of the game, 
and endeavor to secure a confession! This 


J 


OU 


Lost Golf Balls 


can be used either to substantiate your claim 
or to secure recovery of the missing balls. 

I agree with you that “the loss of a golf 
ball during a game (is) a terrible casualty.” 
However, I fear it is not the type of casualty 
to be ranked with fires, storms and_ ship- 
wrecks. Unfortunately, the income tax law 
allows no deduction for mental suffering. 

I might also call your attention to the rul- 
ing of the Treasury under O. D. 526 (C.B. 
2, page 130), which the Treasury would 
undoubtedly apply in this case. Even if we 
should not agree with this ruling, it may be 
considered, under the circumstances, 
tically controlling. 

Assuming that lost balls could be claimed 
as a deduction on the theory that they had 
been stolen, in my opinion found balls would 
not be an offset unless it were shown that 
they were the same balls which you had 
previously lost. 

Wishing my advice always to be of a 
constructive nature, I would suggest the 
following alternatives to overcome the con- 
dition which is worrying you and either 
which will make it unnecessary for you to 
claim a deduction in your tax returns: 

(a) Take out burglary insurance on your 
golf balls and collect from the insurance 
company for the golf balls lost. 


prac- 


(b) Organize an insurance company un- 
der the lows of Scotland to indemnify its 
policyholders against losses sustained through 
the disappearance of golf balls. 

I am sure that a public offering of stock 
under the second alternative would be greatly 
over-subscribed. 

This correspondence is but another 
indication of the fact that the income 
tax touches our modern life at every 
angle. Also, while in the present in- 
stance the inquirer had to be discour- 
aged from making the claim referred 
to in his letter, it is at least suggestive 
of the desirability of continually put- 
ting the question to one’s self, whether 
this, that, or the other expenditure may 
by any line of reasoning be brought 
within any of the law provisions, re- 


(Concluded on page 21) 
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Judge Gerard’s Nest Egg 


Our long and pleasant contact with 
the Hon. James W. Gerard, former 
Ambassador to Germany, both as client 
and valued friend, made an editorial 
in the New York Sun bearing the 
caption shown above, doubly interest- 
ing to us. For this reason and also be- 
cause of the reason which led the edi- 
tor of the Sun to write on the subject, 
we reproduce the editorial below. 


On his seventh birthday James W. Gerard's 
parents deposited $3,000 in a trust account 
which was intended to be the nest egg of a 
fortune cultivated by thrift. The money was 
placed with the New York Life Insurance 
and Trust Company, which agreed to pay 
interest thereon at the rate of 5 per cent, 
compounded semi-annually. The whole 
sum, principal and interest, so accumulated 
could be withdrawn on demand by the repre- 
sentatives of the child during his minority 
and by young Gerard himself after he was 
twenty-one. 

Mr. Gerard grew up, joined the celebrated 
law firm of Bowers & Sands, married the 
daughter of Marcus Daly, was elected a 
Justice of the Supreme Court and was serv- 
ing as Ambassador to Germany when war 
was declared. During forty-eight years the 
trust fund went untouched. In July, 1922, 
the trust company wrote to Mr. Gerard say- 
ing it intended to make its interest rates 
contorm to those of the Clearing House 
Banks and would like to change the form of 
this high rate interest deposit. 

In the letter the trustee offered to invest 
the fund at 5 per cent in good securities 
or a desirable mortgage. It said that if 
Mr. Gerard preferred to keep the account 
in the form in which it had stood so long 
the trust company would. allow only 3 per 
cent interest thereafter. Mr. Gerard denied 
that the trust company had any legal or 
moral right to reduce the interest rate. The 
bank, insisting on its position, sent him a 
check in June, 1926, for $36,248.43, which 
represented the accumulation, but only 3 
per cent interest for the last four years of 
the term. 

In giving a receipt Mr. Gerard protested 
that he did not recognize the check as a full 
payment. A lawsuit followed, and Justice 
McCook of the Supreme Court found that 
the instrument creating the trust made it 


payable upon demand and therefore that it 
was terminated upon reasonable notice. If 
the instrument was a promissory note, as it 
was described in the complaint, its surrender 
constituted a full discharge. Mr. Gerard’s 
attempt to save his rights was in vain, Jus- 
tice McCook said, as by accepting the money 
he settled the controversy over the interest; 
the surrender of the note or document con 
stituted accord and _ satisfaction. 

Despite his defeat in court, Judge Gerard 
furnishes an excellent object lesson of the 
way money piles up at interest. 

British Income Tax 
(Continued from page 16) 
judges, by the government. Moreover, 
it appears, that the taxpayer may re- 
quest that a member of its trade or in- 
dustry, who is well acquainted with its 
needs in regard to reserves, assist in 

the consideration of the case. 

A further means of surtax evasion is 
found in the sale. of securities cum 
dividend. This is made possible by the 
freedom from tax of capital gains. If 
the evasion is systematic and exceeds 
10 per cent. of the taxpayer’s liability, 
the law makes provision for taxing 
such income. Conversely in the case 
of purchases cum dividend relief from 
surtax on the dividends is provided for. 


Lost Golf Balls 
(Continued from page 20) 
specting deductions from gross in- 

come. 

It is of especial interest to us that 
one of our clients, a mutual insurance 
company, whose annual statement goes 
out to its many thousands of policy- 
holders, has for a good many years 
been sending out a statement (certified 
by us), in which each item of the as- 
sets and liabilities is so described as 
to make it readily understood by “men 
in the street.” 














Cost Accounting in Revolutionary Days 


There is a general impression that 
cost accounting is of very recent origin 
and that it had its birth in the United 
States. In fact, Andrew Carnegie has 
occasionally been spoken of as one of 
the first business men to sense the im- 
portance of cost accounting and to de- 
velop it for business management pur- 
poses. 

A letter from Mr. Terrence O'Neill, 
who apparently had his accounting 
training in Ireland, to Alexander Ham- 
ilton, in 1791, indicates that the im- 
pressions above referred to are er- 
roneous and that more than a century 
before the birth of the National Asso- 
ciation of Cost Accountants there was 
at least one man in America who had 
quite a good conception of cost ac- 
counting and its value to management. 

The letter is found in the “Industrial 
and Commercial Correspondence of 
Alexander Hamilton,” published under 
the auspices of the Business Histori- 
cal Society, Inc., which has its head- 
quarters in the library of the Graduate 
school of Business Administration at 
Harvard University. 


A pplication of Terrence O’Neill to Ham- 
ilton for the position of accountant in a 
cotton mill. 


Sir:—A plan having being suggested to 
establish a Cotton as well as other Manufac- 
tories in the United States, on principles de- 
vised by your wisdom, and in consequence of 
which a subscription is set on foot, Mechan- 
ics encouraged, and Machines imported to 
put this National work into execution. Not- 
withstanding that artists well qualified in 
every branch necessary to promote the un- 
dertaking may be procured—yet it is as es- 
sential that persons qualified to superintend 
these several Manufactures and who may 
have a general knowledge of the Manufac- 
turing business, should also be engaged. 


having been bred for many years to the 
Business of superintending & keeping the 
Books of a very extensive Cotton Manufac- 
tory in Ireland, together with my experience 
in the Manchester trade, acquired by carry- 
ing on business extensively in that line for 
some years on my own account; I am in- 
duced from these qualifications to offer my- 
self as a person capable of conducting the 
Cotton Branch in every particular whatever. 
I'll assert myself capable of planning the 
300ks, for this business, in a suitable and 
concise manner and in such order that the 
accounts shall correspond so as to shew the 
disposition of every ounce of the Raw Ma- 
terials and the several operations at one 
view—which will be a means of preventing 
fraud in any part of the business, if any 
should be attempted. The prime cost of 
every article shall also be calculated, that 
the Commissioners who may be appointed 
to make the sales, cannot be imposed on in 
any respect. In short, I think I may with- 
out arrogance assert myself qualified to 
observe & correct any errors that may occur 
in any part of this branch of business, as 
well as to detect any fraud or defect that 
might appear either thro’ neglect or design. 
Should I on this occasion Sir, meet with 
your approbation, as doubtless yours will be 
necessary for every person who may be em- 
ployed in this undertaking, I shall deem my- 
self highly gratified, and in the meantime 
shou’d you wish to have any conversation 
with me on the subect, I shall do myself the 
honor to wait on you, whenever it may suit 
your Convenience. such security for my 
good conduct shall be given as may be re- 
quired, in case you would favor me with 
your sentiments on this occasion. I beg 
leave to inform you I lodge at the corner of 
Front and Race Streets No. 137— 


I have the honor to be Sir, your most 


obedt 
Philadelphia very humble servant 
20th September 1791 


(Addressed) 
Esq. 


TERRENCE O’NEILL 


Honble Alexander Hamilton 


(Endorsed) Terence O’Neill 
concerning Cotton Manufat. 
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Travels of an Accountant 
(Continued from page 11) 
Hill, all located near the junction of Balti- 
more and Auburn ravines. 

Che five-stamp quartz mill squeaked from 
lack of oil, just as it did in the old days, 
when the heavy plunger crunched against 
the rigid ore bodies, ponding them into pulp. 
A copper plate at the outlet caught silver, 
which was sweated and blown from the plate 
by hot applications. The crushed gold was 
deposited in the bottom of the stamp and 
removed when the owner believed he had 
made a cleanup. 

Six strings of sluice boxes and fourteen 
along the streams in 
approximately the same places where thous- 
ands of dollars were removed years ago. 

The reenactment of the 
1849 was as vivid and real as an event 
of that kind could be made. As I] 
looked at the panning the 
gravel in the stream or rocking their 
cradles, and as I roamed through the 
old town, I was enabled to visualize 
those early days in a way I shall never 
forget. 


rockers were placed 
scenes of 


miners 


\fter the convention we spent sev- 
eral weeks touring California. Motor- 
ing over the five state highways, at 
times along the coast and at other 
times through the heart of the state, 
afforded us keen delight. Among the 
places we visited was Yosemite Park. 
Although Yellowstone Park is exceed- 
ingly interesting because of its natural 
wonders, Yosemite surpasses it in 
scenic beauty. The world famous Mis- 
sion Inn at Riverside was another 
place which proved to be of much in- 
terest. 

This visit to California also gave me 
the opportunity to make my first visit 
to our San Francisco and Los Angeles 
offices. A stop at the Grand Canyon 
on the way east gave a fine finish to 
our California trip, which had_ its 
origin in the preparation of a prosaic 
paper on an income tax subject. 


OO RN AL 23 


A Review of the California Bank 
and Corporation Franchise 
Tax Act 
(Continued from page 4) 
occurred. If the 
application for revivor is made in a 


sion or forfeiture 
taxable year subseauent to the year of 
suspension or forfeiture, the applicant 
must pay twice the amount of the 
said tax and penalties due. 


Problems Facing the Commissioner 

The 
confronted with the task of providing 
the taxpayer corporations with returns 
for use in properly reporting their in- 
come and instructing them with refer- 
ence to the preparation of these re- 
turns. It will probably not be possible 
to prescribe complete rules and regu- 
lations for carrying out the provisions 
of the law before May 15, 1929, the 
date upon which the returns are due to 
be filed under the general extension 
granted. 

The Commissioner is preparing a 
form of Corporation Franchise Tax 
Return, which includes the items of 
gross income and deductions, resulting 
in net income shown by the Federal 
income tax return, which can readily 
be copied into the State return. Adjust- 
ments are then to be made to conform 
to the State definition of net income. 

The Commissioner is being assisted 
in the work of preparing the return 
forms and drafting the regulations for 
the administration of the Act by Mr. 
Robert Buchanan and Mr. A. W. Hel- 
vern of the San Francisco staff. 


franchise tax Commissioner 1s 


A man should never be ashamed to 
own he has been in the wrong, which 
is but saying, in other words, that he 
is wiser to-day than he was yesterday. 


—Pope. 
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